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Phase-one deal moves closer as 15 Dec deadlineis near

¢ Rollercoaster news flow on trade deal as 15 December deadline is approaching.
Trump flip-flops and now says talks ‘moving right along’.

e PMI data add to case for a moderate Chinese recovery. A wide range of indicators
supports this picture.

o Huawei makes smartphone without US microchips - but is at risk of facing US
financial sanctions that could add to headwinds for the company.

Trump strikes again

US President Donald Trump caused some jitters in financial markets this week when
he suggested a trade deal could wait until the other side of the election. His Commerce
Secretary Wilbur Ross added to the story by saying to CNBC that waiting until after the
2020 election to reach a deal could take away some of Beijing’s leverage. However, the
day after Bloomberg reported that US officials close to the talks said the US and China
are moving closer to agreeing on the amount of tariffs that would be rolled back in a phase-
one deal. They also expressed belief that a trade deal would be completed before US tariffs
are set to rise on 15 December. Trump chipped in himself on Thursday saying talks were
‘moving right along’.

On top of the Hong Kong bill voted through Congress recently, the US House of
Representatives this week passed the Uyghur Human Rights Policy Act, which calls for
targeted sanctions on members of the Chinese government related to Xinjiang re-education
camps. It triggered a sharp response from China but there are no signs yet that the bills are
affecting the trade talks.

Comment. We continue to look for a phase one deal to be struck soon and most likely
over the coming week ahead of Sunday 15 December, when the new tariffs are set to be
implemented. We may also see a postponement of the tariff increase if more time is needed
for the talks. There are several reasons why we do not expect the tariffs to be implemented
and that a phase one deal will be struck. First, the White House has calibrated tariffs on
China, so that the first tranches would hurt the US the least. Hence, the last tranche
left now will do much more damage — and possibly more so in the US than in China.
Many of the products to be taxed are electronics like iPhones and laptops produced and
exported by US companies from China to the US and they would thus mostly hurt US
companies. As they are consumer products, the pass-through to consumers would also be
much higher. Second, Trump will soon need some relief for the farmers that are in great
pain due to China’s lack of purchases. They generally support Trump confronting China
but have also been clear that a deal has to come, so they get their biggest market back.

Of course, we can never be sure Trump is rational so until we see a phase one deal the
uncertainty remains. But if he was in doubt, this week showed clearly that moving on
with more tariffs could lead to significant losses in equity markets and possibly add more
downside pressure to a US economy. This could end up weakening his hand in the trade
talks.

Important disclosures and certifications are contained from page 3 of this report.
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Chart 1. Chinese PMls show further
improvement, but Caixin PMI too good
to be true
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Chart 2. Taiwan export ordersin line
with signal of moderate recovery
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Chinese data add further to signs of bottoming

Chinese PMI data out over the weekend surprised to the upside and added to the
evidence that the drag on the economy is easing (see chart 1). The PMI signals have been
confirmed by other indicators such as rail freight, electricity consumption, global container
freight, Taiwan export orders and copper prices. All of these tend to be good at capturing
the economic trend in the Chinese economy.

PBoC governor Yi Gang wrote that China has no plans of resorting to non-
conventional monetary tools but should maintain ‘normal” monetary policy as long as
possible: “We should not let the money held by the Chinese people become worthless...
Maintaining positive interest rates and upward-inclined yield curve is generally conducive

to the economic entities, and in line with the Chinese people’s saving culture”.

Hong Kong data continue to deteriorate sharply and point to the biggest economic
recession since the global financial crisis. Chart 4 and 5 show the sharp drop in retail sales
and PMI illustrating the severity of the crisis that was triggered by the escalation of the
Hong Kong protests over the summer.

Comment. We continue to look for a moderate recovery in China as illustrated in chart two
on the front page. We expect the stimulus implemented so far and a gradual improvement
on the trade war front to be the main drivers. We believe China will await the results of the
trade talks before deciding on much further stimulus. The economy in Hong Kong is
heading for the worst crisis in decades as the downward pressure is likely to spread to the
property market and lead to a protracted downturn.

Huawei makes phone without US chips, but is at risk of financial
sanctions

An analysis by UBS and Fomalhaut Techno Solutions shows that Huawei’s latest phone,
the Mate 30, contains no parts from the US. They have taken the phone apart to look for
US components and found none. Huawei’s strides to wean itself off the need for US
supplies have happened faster than expected.

Before Huawei is cheering too much, articles over the past weeks revealed that the US
has considered financial sanctions on the company that could make it virtually impossible
for Huawei to make transactions in US dollars. Reuters reports that a source close to the
White House discussions said it could still be revived in the coming months depending on
how things go with Huawei.

Comment. The US seem very determined to stem the rise of Huawei globally and they
could turn to more drastic options in the attempt to achieve this. The US confrontation only
underlines that China will have one very clear goal in the coming years: to become
independent of US technology as well as the USD. The latter may turn out to be more
difficult but the push for CNY internationalisation and invoicing in other currencies than
the USD is likely to get an extra boost from here.

Other China news this week:

China targets one out of four cars sold in 2025 to be a new energy vehicle (NEV). This
is a change from the goal of ‘over 20%’ set in 2017. Today one out of 10 cars are NEV.

The first-past-the-post system in Hong Kong was behind the big victory for pro-
democracy candidates. The actual votes were 55% for pro-democracy candidates and 41%
for pro-establishment candidates.
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Chart 3. Chinese recovery to have
positive spill-over to global economy
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Chart 4. Hong Kong retail sales in free
fall, lowest in 8 years
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Chart 5. Hong Kong PMI as weak as
during global financial crisis

60.0 - -60.0

Index Hong Kong PMI, whole economy

576 = =373
(0 = 5510
ERE- =GRS5
50.0 - -50.0
475 - -475
45.0 - -45.0
425 - -425
40.0 - -40.0
75 = =373

' ' ' ' ' ' '
2006 2008 2010 2012 2014 2016 2018

Source: Macrobond Financial, Danske Bank

https://research.danskebank.com



https://uk.reuters.com/article/us-huawei-tech-usa-treasury-exclusive/exclusive-white-house-considered-kicking-huawei-out-of-u-s-banking-system-sources-idUKKBN1Y717U
https://uk.reuters.com/article/us-china-autos-electric/china-wants-new-energy-vehicle-sales-in-2025-to-be-25-of-all-car-sales-idUKKBN1Y70BN
https://www.scmp.com/news/hong-kong/politics/article/3039314/hong-kong-elections-why-victorious-opposition-camp-has-keep

China Weekly Letter

Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is
Allan von Mehren, Chief Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske
Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority
(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation
Authority are available from Danske Bank on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities
Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality
research based on research objectivity and independence. These procedures are documented in Danske Bank’s
research policies. Employees within Danske Bank’s Research Departments have been instructed that any request
that might impair the objectivity and independence of research shall be referred to Research Management and the
Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not
report to, other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance
or debt capital transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as
well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis
of relevant assumptions, are stated throughout the text.

Expected updates
Weekly.

Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer

This research report has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment advice. It does not constitute or form part of, and shall under no circumstances be
considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments (i.e.
financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or options,
warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial Instruments’).

The research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue
or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and
subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation any
loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change and Danske Bank does not
undertake to notify any recipient of this research report of any such change nor of any other changes related to the
information provided herein.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or
the United States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written
consent.

3| 6 December2018

https://research.danskebank.com




China Weekly Letter

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/A, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of
research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not
registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a
non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.

Report completed: 6 December 2019, 08:55 CET
Report first disseminated: 6 December 2019, 09:50 CET

4| 6 December2018

https://research.danskebank.com




